The Importance of Corporate Governance
In 2002, the CEO pay report regulations were introduced in United Kingdom (UK) to further strengthen the power of investors in relation to directors" pay. Further year on 2003, Australian securities Exchange (ASX) reinforced the corporate governance principles and responded to community concerns with a policy change that resulted in greater disclosure about CEO pay. The effectiveness of corporate governance affects the firm performance are totally undeniable. Having an efficient and effective monitoring skills in management will tend to make the firm perform better. The conflict of interest between manager and shareholder exist all the time while corporate governance is the remedies for this issue by motivating the manager to work in the interest of shareholders.
CEO Pay as a Popular Issue in Business Range
Some say CEO pay affects the economy market and there is a difference among the CEOs which the pay is sometimes too high or too low. The collapses of big corporation and financial institutions have heightened the awareness of the issue arising from the way in which CEO are paid. Bebchuk and Grinstein (2005) have suggested that executive pay has increased too high beyond levels that can be defined by the growth in firm size and performance observed from the year of 1993-2003. According to Yatim (2012) , more than a decade CEO pay has attracted an unfavorable attention from practitioners, academics and media that have focused on the large amount of pay received by CEO. As a result of this issue, attention towards CEO pay has been subject to a regulation and also pay disclosures.
Impact of CEO pay towards Firm Performance
The impact of CEO pay towards firm performance brought a positive relationship. When the performance of a firm increases then the CEO pay would increase too. Mainly because of CEO pay and firm profitability are directly related to each other. Study that was done by Sigler (2011) mentioned that there is a positive and significant relationship between CEO pay and company performance measured by return on equity. However, in Malaysia there still less researcher performed a study based on this topic. Hence, in Malaysia there may be a result that is totally different from other research. Based on the uncertainty, there is a motivation to conduct this study in order to find out the true effects of CEO pay and firm performance.
Research Questions
Generally, the main questions that should be proposed is will the payment of CEO affect the company"s performance? In addition, from the general question that is proposed, it could be subdivided into few research questions. Below are the subdivide research questions: Question 1: What is the relationship between CEO pay and profit margin? Question 2: What is the relationship between CEO pay and ROE? Question 3: What is the relationship between CEO pay and ROA?
Research Objective
The main objective of this research is to examine the relationship between the CEO pay and firm performance in public listed companies in Bursa Malaysia. The research will determine how would the CEO pay affects the firm performances of the companies. The research of this project will be based on 100 public listed companies in Bursa Malaysia based on the annual reports from the year of 2006-2010 in consumer product sector. The main objectivity above can be sub-divided into each point: Objective 1: To examine the relationship between CEO pay and profit margin Objective 2: To examine the relationship between CEO pay and ROE Objective 3: To examine the relationship between CEO pay and ROA
Significance of study
This study is based on previous study that is conducted in the US. The result in US study shows that the size of the firm appears to be a significant factor in determining the CEO pay (sigler, 2011). However, it may appear to be different results due to the difference of economic environment and government policy. This study examines the relationship between CEO pay and firm performance of 100 consumer product firms that are listed in Bursa Malaysia for the financial year of 2006-2010.
The significance of this study can be explained as follow. A study that was done previously majority in many-to-one relationship, where the CEO pay will be the dependent variable and board of director, CEO tenure, board independence, insider ownership and board size are the independent variables. In this research paper, we will examine a one-to-one relationship between firm performance and CEO pay. This study provides the latest dataset that can be used in analyzing the corporate governance in consumer products firm that is listed in Bursa Malaysia. In addition, the period for this study is from year 2006 to year 2010 which may provide an ideal setting on capturing the large economic cycle such as the sub-prime mortgage crisis that happened between years 2007-2010. This will provide us a great opportunity in analyzing and testing the impacts of different CEO pay on firm performance.
Besides that, this study is conducted because there are still less researchers who have conducted a study on a one-to-one relationship of CEO pay and firm performance in Malaysia. Our study actually based on previous research that was done in US and China. One of the research papers in US shows that the size of the firm appears to be a significant factor in determining the CEO pay (Sigler, 2011) . One of the reports in China says that "executive pay in public firms amounted to as much as 10% of corporate earnings in [2001] [2002] [2003] ; only 20% of the increase in executive pay could be explained by the growth in firm size and performance." (Shin and Seo, 2010) .
It was found that mostly this study was done in western countries but lesser in Asia. Unlike other countries like US and China, Malaysia provides an excellent advantage in conducting corporate governance research because of the mixed-economic system that consist of market-based and control-based system. Furthermore, our study might be contributed to the marketeers especially in consumer products sector companies since there are few numbers of researchers that had done their study on this area of business. For those undergraduate students that are interested in doing this study but in different sectors might be good and useful as a references as well. Besides, shareholders of a particular company will also find this research useful since it helps to explain the reason behind the high pay of CEO.
II. Literature Review
The development of this study is based on three related strands of literature review, namely, the literature on the conflict of interest of principal and agent (theory of agency), literature on corporate governance and the relationship of CEO pay and performance. 
Dependent and Independent Variables CEO pay and firm performance
In recent years, there is a widely held belief that top executives are overpaid (Gomez-Mejia, 1994) and CEO compensation has attracted the widespread of attention and has become one of the focus issue in corporate governance (Felton, 2004) . It shows that the increasing payment in CEO pay has numerous effects over two decades in the business field. According to Bebchuk and Fried (2004) , critics have voiced concerns about CEO pay has not been closely tied to the firm performance. Some studies stated that CEO pay is not always beneficial. Devers et al. (2007) has reported that the stock-based pay may encourage CEO to engage in negative behavior or so called fraud. Since there is a heavy usage of stock-based pay which provides CEOs with perverse incentives to maximize their private wealth, then CEO may have more advantage on boosting their accounting earning which is sometimes can be illegal. Other reason, CEO can control the firm and hence can force to agree to the CEO"s desired pay.
Independent Variable:
 CEO Pay Abowd (1990) has proposed that the type of behavior may be curbed is through linking the CEO pay to the firm performance. Pay components such as bonuses, restricted stock and stock options may encourage managers to carry out the wishes of company owners by tying payouts directly to firm performance. However, Sigler (2011) argued that the pay components like cash bonus, incentives plans, stock options and restricted stock awards may also attract some CEO to engage into activities that produces problems for the firm. Rewarding cash bonuses clearly shows an advantage for executives to do an undesired behavior. The cash bonus that is tied to the accounting numbers may motivate CEO to manipulate the timing of revenues and expenses to maximize the pay out for them. Sigler (2011) also mentioned that it may focused on the short term performance which may be harmful to the long term health of the firm.
Some study says that aligning shareholder and management interests may also be accomplished through ownership of company stock by management which essentially makes company managers owners themselves. Jensen and Meckling (1976) demonstrated the importance of aligning CEO pay with company performance. They documented that an executive with less than sole ownership of the firm have an incentive to take actions that reduce the firm value. Another study that was done by Leonard (1990) says that long term incentives plans are associated with greater increases in ROE than in those firms without long term incentive plans.
Pay to performance sensitivity generally has been measured in a lot of studies before. Pay to performance sensitivity is defined as the wealth associated with a dollar change in the wealth of shareholders or the dollar change in the CEO"s pay. Basically the idea is to encourage the CEO to act in the shareholders interest. Through this idea, firm that depends on the provision of incentive compensation in the competition of capital markets will make the firm stand strong and survived. Firms that failed to compensate managers in this way may face a higher cost and hence will not compete successfully with firms whose managers that act in accordance to the shareholders interest. According to Hengartner (2006) , pay performance sensitivity is typically measured by tracking current changes of firm financial performance (typically total shareholder return) to changes in CEO compensation or wealth.
According to the test that was done by Lewellen, Loderer, Martin and Blum [1992] and Sigler and Haley (1995) , they found that CEO pay and firm performance has a positive relationship. Besides, there is a significant relationship between firm performance and the percentage of company common stock owned by the CEO (Sigler and Haley, 1995) . From the results that appears to be significant it can be concluded that CEO pay are used to align with the shareholders interest and thereby reduce the company agency cost. Besides, Murphy (1985) and Coughlin and Schmidt (1985) also found a one per cent increase in CEO pay may increase the firm value of 10 per cent. Their study was comparable with Jensen and Murphy (1990) estimated a positive and significant relationship between CEO pay and shareholders wealth, finding that CEOs receive an extra USD2.59 in pay for every USD1000 increase in company value. They also found that salary and bonus (as opposed to wealth) changes only 2.2¢ per $1,000 change in shareholder wealth, and total pay changes by about 3.3¢ per $1,000 change in shareholder wealth. It was suggested that this link between pay and performance, while statistically significant, is too weak to provide proper incentives to the CEO. Moreover, the results was further demonstrated that the incentives generated by stock ownership are large relative to direct pay incentives.
It is also argued that other authors note that the existing empirical work ignore certain features of compensation contracts. Top executives actually are involved in multi-year relationships with their firms, and thus one should look at the long-term, dynamic relationship of compensation and performance to find the complete pay to performance link (Boschen and Smith, 1995) . In fact, study that is done by Boschen and Smith are found to be more stronger pay to performance link than the study that was done by Jensen and Murphy (1990) by using the similar technique. In addition, Aggarwal and Samwick (1999) also tested and predicted that the relationship between compensation and performance should increase with the variance in firm performance. The prediction and note that when the account for firm performance varied, the pay-performance link become more significant than Jensen and Murphy test.
Nevertheless, Smyth, Boyles and Peseau (1975) and Hirschey and Pappas (1981) argued that in rate of return regulated environment, the role of compensation is to provide incentives for sales maximization rather than profit maximization. Sales growth is shown to be significantly linked to executive compensation (Kato and Long, 2004) and that Chinese executives are penalized for making negative profit although they are neither penalized for declining profit nor rewarded for rising profit insofar as it is positive. Kato and Long (2004) also found that in China the ownership structure on China"s listed firms has important effects on pay-performance link in these firms. Firstly, state of ownership of China"s listed firms is weakening pay-performance link for top managers and thus making China"s listed firms less effective in solving agency problem. Secondly, the effect of the existence of both direct government ownership through state share and indirect government ownership through legal person shares and indirect ownership of listed firms by the state have weaken pay-performance link more than direct state ownership. Lastly, corporate governance reform measures such as the promotion of independent directorship and the separation of the CEO position from the board chairmanship are ineffective in making pay-performance link stronger. Overall, it shows that pay-performance has a general lack of consensus on the precise relationship.
Ozkan (2007) has reported that performance has a positive but insignificant impact on director pay. It is argued that larger firms may employ better qualified and better-paid managers. In addition, director ownership may lead to greater managerial discretion and hence potentially play an important role in determining director pay.
III. Moderator variables Agency Problem
Agency is defined as the relationship between two parties, where one of the parties will act as a principal and the other party as an agent and this agent is obligated to represent the principal in transactions with another third party. Agency relationship will formed when the principal hires an agent to perform a duty of service or a transaction on behalf of the principal. Scholars had used agency theory in accounting (e.g., Demski and Fetham, 1978) , economics (e.g., Spence and Zeckhauser, 1971) , finance (e.g., Fama, 1980) , marketing (e.g., Basu, Lal, Srinivasam and Staelin, 1985), political science (e.g., Mitnick, 1986) , organizational behavior (e.g., Eisenhardt, 1985 Eisenhardt, , 1988 Kosnik, 1987) and sociology (e.g., Eccles, 1985; White, 1985) . Most of the researchers found that in agency relationship there is always a conflict between managers" interest and shareholders" interest.
A study done by Jensen and Meckling (1976) discussed about the conflicts of interest that exist between shareholders and managers. Normally, the agent has the authority to make a decision that is approved by the principal. Another theory mentioned by Fathers of Economics, Adam Smith"s (1776), the conflict of interest exist between agency relationship came from the ownership structure of the firm which creates mismanagement and hence it allows "negligence of their own servant"; firm failed to control. In addition, since the mismanagement bring to the negligence of their own servant, then, we should give a closer navigation on control. Control is defined as the key which gives greater influence on the relationship between the principal and agent (Berle and Means, 1932) . Berle and Means (1932) found that there is a different between the separation of ownership and management and the separation of ownership and control. In other words, management are held to be the responsible to implement a strong and strictly adhere corporation that owns a great power of voting rights and stock. Company act 1965 required management to implement rules for corporation that majority shareholders must comprise of 75% so that they can manage or amend the articles of association. The separation of ownership and control leads to the diverging of interest between principals and ultimate agents which in long term view will detriment the health of firm as a whole economy.
"The directors of such companies, however, being the managers rather of other people's money than of their own, it cannot well be expected, that they should watch over it with the same anxious vigilance with which the partners in a private
In business environment, agency relationship is mainly between stockholders and managers and also between debt holders and stockholders. The existence of such relationship has not always been so pleasant mainly is because of the existence of conflict of interest. The conflict can bring an impact towards corporate governance and also ethical decision of the management.
When an agency is created this in turn will give rise to agency cost. Such cost exist due to the cost of maintaining an effective and a healthy agency relationship. Offering an extra incentives or bonuses will motivate the management to act based on the interest of shareholders. Based on a few studies that were done before, the relationship of agency can be controlled through linking the pay of CEO such as bonuses, restricted stock and stock options to the performance of the firm (Haugen and Senbet, 1981; Agrawal and Mandelker, 1989; Lewellen, Loderer and Martin, 1987; Abowd, 1990) . However, the conflict between principal and agent is still remained as an issue among the firms. Jensen and Meckling, (1976) argued that when managers make efforts to increase the performance of the firm they cannot get 100 per cent benefit from the firm"s profit. This is because they do not have 100 per cent ownership of the firm. In this case, whenever there is a financial demand or decision making, the manager would not just consider about the interest of the shareholder but their own interest need to be considered as well. It is logic to think that both the principal and agents is trying to maximize their own interest. Hence, conflicts of interest and no direct observation from principal towards agent will lead to ethics issue, which will give rise to an extra cost. They also suggested that this conflict can be minimized by giving manager ownership options in form of stock options, perquisites and incentives so far well presented in the literature of corporate finance by Jensen and Meckling (1976) , Watts and Zinmmerman (1978) and Miller and Rock (1985) .
The pay components may encourage managers to carry out the interest of shareholders and work even harder to increase profitability and values of the firms. Besides that, previous studies mentioned that agency theory had suggested a number of indirect ways to lessen down the agency cost. These include the internal governance structures such as smaller boards (Yermack, 1996) , a higher degree of board independence (Rosenstein and Wyatt, 1990 ) and CEO ownership (McConnell and Servaes, 1990). As a major explanation for CEO pay (e.g., Baker et al., 1988; Jensen and Murphy, 1990) , agency theory has been challenged by the corporate compensation practices (Mintzberg, 2009 ) and it has also been criticize for its inability of cross-country difference (Haubrich and Popova, 1998; Bruce et al., 2005; Filatotchev and Allcock, 2010).
Nevertheless, Jensen and Ruback (1983) stated that the manager may use the excessive cash flow that is available in the firm for their own use by investing them in certain projects, which might not bring positive effect or non-productive for maximizing the profit and wealth of shareholders. There is a better way of utilizing the excessive cash flow by giving out dividend to the company"s shareholders rather than to invest into another project. Monitoring skills from the managers is very important to make sure the manager will work at the best interest of the shareholders. However, in order to have an effective monitoring skills, cost of monitoring would incurred as well. In another words, the greater the monitoring skills, the higher the cost would be for the manager. Lubatkin and Chatterjee (1994) said that by increasing the debt to equity ratio, the shareholder of the firm will be able to ensure that the managers are working at their best interest and running business more efficiently and the excess cash flows generated from business would be distribute to the investor as a return after the repayments of debts, and avoiding negative net present value (NPV) projects. The main two bodies of the corporate governance are the lenders and shareholders. So, if the managers failed to serve the shareholder aim and also the debts holder obligation the manager will have themselves replaced to whom that can serves better in maximizing shareholder wealth and meet debts holder obligation. Myers and Majluf (1984) stated that the management are most likely to be more informed than the firm"s potential investors about the firm activities, assets and value of the firm. From here, asymmetry information are known to be existed. This is because firms are tend to issue debts due to the asymmetry information (if they issue shares, the share price would fall). According to the data that was collected by Myers and Majluf (1984) , current shareholders of the firm would prefer debts financing method rather than equity financing in order to avoid stock price issue. Hence, the higher managerial ownership firm, the higher leverage the manager would prefer in order to serves the best interest of the shareholders.
Berle and Means (1932) discussed about the potential conflict between managers and stockholders of a diffusely owned company. Meaning, a company that have a larger amount of shareholders but hold lesser shares which bring a potential conflict of interest. The managers may undertake decision or projects that are not value-adding but rather to create benefit for manager such as consumption of perquisites, sales growth, empire building, shirking, and managerial entrenchment. The management ultimately will be responsible for implementing a corporation owns a majority of the voting stock while the remainder is widely diffused; control and part ownership are in their hands. Baumol (1959) stated that managers maximize sales but not profits. In his theory, sales growth correlates positively with managerial compensation. Simon (1959) and Baumol (1967) both stated that managers seek to provide a minimum level of satisfaction to shareholder. Conversely, the profits are sacrificed to increase the utility of management. Williamson (1964) sees managers as maximizing a function of profits and a set of variables that generally correlate with size.
The role of individual performance against the agency controls is to gain the individual effort and task performance. If there is a chance for individual effort, then agency control should have equivalent effects across all individuals. On the other hand, if there is no chance, agency control should have differing effects between individuals.
In order to gain the opportunity between individuals, there are incentives alignments of performance and monitoring on performance. As Conyon and Parks (1990), Dalton, Daily, Certo, and Roengpitya (2003) and Dalton, Daily, Ellstrand, and Johnson (1998) have suggested that the two effects will suggest (a) the default agent behavior is not one of opportunism and/or (b) that both incentive alignment and monitoring are not straightforward mechanisms for controlling agent performance. In addition, the individuals" experience may affect feelings of control over whether they will meet the performance requirements or not. Thus, those who have more experience may have more effort because their effort will be late to the required outcomes.
In human nature, there are five individual personalities" differences. The five personality factors are agreeableness, conscientiousness, extraversion, neuroticism, and openness to experience. Among the five factors, conscientiousness is the greatest impact on individual performance. Conscientiousness will measure in achievements orientations, independent and great consideration.
From the performance perspective, if the agency controls have a little effect on conscientiousness the performance will be low. On the other hand, if the agency controls have a high conscientiousness, which implies to individual, this will effect on high performance with or without incentives or monitoring.
In agency theory problem, the important factor here is monitoring. Monitoring from shareholders will affect the decision making of the management. Management acts as an agent on the behalf of shareholder (principal) and hence the decision made by manager should be equilibrium of maximizing managerial benefits and also maximizing shareholder wealth. By monitoring, both can reach a decision that would optimize the equilibrium and ultimately increase the value of the firm.
Corporate Governance
Corporate governance has received increasing emphasis both in practice and in academic research (Krugman 2002) . The importance of the board of directors (BOD) arises as a result of the dispersion of ownership in today"s modern corporations, which rely heavily on the external sources of capital. Thus, the owners of the firm are no longer the ones responsible for controlling the direction and the day to day operation of the firm. Instead, the daily operations of the firm are rather controlled by a team of professional managers who, at best, own a negligible amount of equity.
Based on the evidence from Bauer, R., Guenster, N. & Otten, R. (2004), it shows that there is substantial differences are found between UK market and the Eurozone market on the relationship between corporate governance and firm value as well as equity is combined. The results indicates that UK market is still adjusting and in the long-run, the excess return of corporate governance should be translated into a higher firm valuation and better-governed firms. This results is in line with prior empirical research discussed above, which also demonstrated that the lower the governance standards, the stronger the relationship between governance and firm value.
Based on the previous research done by Pearson Additionally, it has been debated that the "theoretical and empirical literature in corporate governance consider to be the link between corporate performance and ownership or structure of boards of directors mostly using only two of these variables at a time" (Krivogorsky, 2006) . For example, Hermalin and Weisbach (1991) conducted a research on the correlation between board composition and firm performance, whiles Demsetz and Villalonga (2001) studied the relationship between managerial ownership and company performance. According to Coleman (2007) , to solve some of the above mentioned problems, it is important to examine corporate governance and its correlation with firm performance using a multivariate approach. In 2003, the Australian Securities Exchange (ASX) reinforced the corporate governance principles and responded to community concerns with a policy change that has resulted in greater disclosure about CEO remuneration (Yatim, 2012 ). Yatim, (2012) also state that since May 2003, listed companies have been required to make full disclosure about the remuneration packages of newly appointed CEOs and such disclosure includes information about the components of pay package which might govern the actions of the CEO and drive levels of performance.
Corporate governance can be seen as a vital contribution factor to a firm"s performance and value but in fact it is yet to be defined. As several previous researches show different results on the effect of corporate governance on firm performance where it could be either positively, negatively or no significant relation. There is also research done in the past that shows corporate governance could affect the CEO compensation and as an indirect result could or could not affect the firm performance.
Research hypotheses
An empirical study that was done before on the pay-performance relationship shows different results and findings. From an agency theory perspective, the link between firm performance and CEO pay should provide an important incentive for corporate success. An existing empirical evidence that was studied in United State shows a weak but significant positive relationship between performance and CEO pay (e.g., Jensen and Murphy, 1990; Murphy, 1999; Core et al., 1999) . By reducing agency cost, aligning managerial interest with shareholders gives a positive relationship of pay-performance with the role played by compensation. Lewellen, Loderer, Martin and Blum [1992] , state that those companies which pay better perform better. On the other hand, there are certain studies that show a negative pay performance relationship. Core et al., (1999) report that excess CEO compensation has a negative association with subsequent stock returns as well as operating performance. Similarly, Brick et al., (2006) also find that there is a negative relationship between excess director compensation and firm performance. Based on the analysis of studies that was done before majority of it stated that pay-performance can be link to a positive relationship. A study that was done by Sigler (2011) , shows that the company performance variable, ROE, has a positive and significant coefficient. This is consistent with the premise that CEO pay is paid in relation to how the company performs. Yatim (2012) performed a study in Malaysia says that the results shows that director remuneration is significantly related to ROA. Profit margin is defined as the net profit divided by the revenue. So, we believe that in Malaysia, there will be a significant relationship between CEO pay and ROA, ROE; and profit margin. Therefore, the study proposes the following hypothesis. 
Hypothesis

IV. Research Methodology
This chapter consists of the information related to research design, research location, population and sampling method, data collection, instrumentation, variable measurement and data analysis.
Research Design
In this study, data analysis will be performed by using SPSS statistics and EViews 7.0 software. These are the software that provides the tools for data analysis. For example statistical, forecasting, regression and other modelling tools. The information will be shown in table forms for interpretation of data analysis. This is a study of a relationship between CEO pay and firm performance in public listed companies in Bursa Malaysia. We conducted this study with a sample of 100 consumer product firms from the year of 2006 to 2010. This research is a quantitative research method in which the research will be done based on primary data. Data will be collected from journals, companies" financial statements, and online articles. Hypothesis testing is used to test on how each variable affects one another. In addition, the research study comprises Pearson correlation analysis and regression analysis to determine the relationship between CEO pay and firm performance (ROA, ROE and profit margin).
Research sampling
In this paper, data will be analysed on the companies incorporated in Malaysia which are listed in Bursa Malaysia for the financial period from year 2006 to 2010. In Bursa Malaysia, listed firms can be categorised into several sectors including consumer products, industrial products, trading/services, construction, technology, properties, plantation, financial and regulated utilities. Instead of taking the whole listed firms as published in Bursa Malaysia, we will only take consumer product sector with a total of 100 companies to be used as sample to conduct our studies. This is because we wanted to look into a more specific sector to study instead of taking several sectors that may lead to a more general study in this area. Notes: Total firms in each sector are taken from the financial reporting year 2006 to 2010.
Sample Selection
Our objective of this research is to study the relationship between CEO pay and firms" performance, we will obtain the information of CEO pay from the company"s statement of financial performance, whereas the firm"s performance will be obtained from the statement of comprehensive income for a 5-year period from the year of 2006 to 2010. This period consists of pre-financial crisis, during the financial crisis and post-financial crisis period, we choose this period is to see whether the financial crisis affected the CEO"s pay and firm"s performance. Besides that, we chose consumer product sector is because it is the second largest sectors in Malaysia that are listed in Bursa Malaysia (Star Newspaper, 5 th June 2013). All these information will be collected from the listed firms" annual report as published in the website of Bursa Malaysia.
Variable Measurement CEO's Remuneration
Malaysian companies" boards of directors consist of executive non-independent (CEO or Managing Executive Director), non-independent executive directors, independent non-executive directors and institutional investor. In this part, we will look into the executive director remuneration. In this research, all the CEO remuneration data we used are obtained from firm annual reports starting from accounting financial year 2006 to 2010. The CEO remuneration consists of basic salary, bonus, allowances, fees and pension benefits.
In this study objective, we measure the total CEO pay from the total of all cash remuneration for executive director for the financial reporting year 2006 to 2010. The average level of CEO pay is described as total cash pay (known as salaries and other direct compensation) where total direct compensation is total salary, bonus, and share options.
Firms' Performance
We decided to use profitability ratio, which includes return on assets (ROA), return on equity (ROE) and profit margin to measure the firms" performance.
According to Dong and Ozkan (2007) , there is a relationship between the company performance and CEO pay. CEO pay is needed to solve the agency theory that arises in most of the companies. Meaning to say, giving the right incentive to the director is to help align the interest of managers and shareholder. Return on asset (ROA), return on equity (ROE) and profit margin are also considered as the profitability ratio-based performance measure. According to Doucouliagos et al. (2007) , agency theory is the aim of compensation contracts to reward agent in such a way that they strive to maximize firm performance and shareholders" wealth.
Return on asset (ROA) is the ratio of net income before extraordinary items to total assets. Return on assets indicates the number of cents earned on each dollar of assets. Thus, the higher the value of ROA, the higher the profitability of a business. However, this ratio should only be used to compare companies in the same industry. This is because certain companies in other industries are not asset-sensitive, meaning that they need expensive plant and equipment to generate income for their business compared to others. Naturally, their ROA will be lower than those whose companies are asset-sensitive. This is why in our research we conducted in only one industry, which is the consumer product industry.
Return on equity (ROE) is the ratio of net income before extraordinary items to shareholders" equity. Return on equity is an important measure to measure the profitability of a firm. The higher the values of the ROE, the higher the efficiency in generating income on new investment of the firm.
Profit margin is defined as the net profit divided by the revenue. The ratio defines how much of a company"s revenues are kept as net income. Profit margin is very useful when comparing companies in the same industries. A high profit margin shows a more profitable company that has a better control over its expenses.
Regression Framework
The model used to test the hypotheses is as follow: Equation 1: The relationship between CEO pay and ROA (ROA)t = α + βLOG(CEO_PAY)t This equation represents the first hypothesis that had been done in chapter 1. This equation is to examine any relationship of CEO pay and ROA holding alpha as a constant value.
Equation 2:
The relationship between CEO pay and ROE (ROE)t = α + βLOG(CEO_PAY)t Hypothesis 2 represents the equation above which is to analyze the relationship of CEO pay and ROE whether it is a significant or non-significant relationship, holding alpha to be a constant amount. Equation 3: The relationship between CEO pay and profit margin (PM)t = α + βLOG(CEO_PAY)t To test the firm performance we use profit margin as the third hypothesis and also in our equation because it is related to the revenue and net profit of the firm, holding alpha value as constant. = the firm"s return on assets; (ROE)t = the firm"s return on equity; (PM)t = the firm"s profit margin. Independent βLOG(CEO_PAY)t = the natural logarithm of CEO pay for the firm;
Data collection
The study of this paper will be on the observation of 100 consumer product sector listed in the website of Bursa Malaysia. The data collection from the firms" annual report from year 2006-2010 of these 100 companies are downloaded from Bursa Malaysia website.
Data analysis method
In order to study the relationship between CEO pay and firms" performance, the data collected from the Bursa Malaysia website will be analyzed by using SPSS statistics software and EViews 7.0. These are the software that provides the tools for data analysis. For example statistical, forecasting, regression and other modelling tools. The information will be shown in table forms for interpreting the data analysis. There are 3 different results of each test which contains:
Descriptive statistic
Descriptive statistics are used to describe basic features of the data in a study. It is also to analyze the quantitative analysis of data for measuring the outcome. It used to eliminate all secondary data and highlights the main statistics. Descriptive statistics provides measurement of consistency summary that useful for the comparison and helpful for the probability of future planning. It presents the data in units and also in each single unit that will fall into a simple summary. In this study, we will analyze the descriptive statistic using EViews 7.0 software.
Pearson Correlation
Correlation coefficient is a single number that describes the degree of relationship between two variables. The correlation coefficient is the range between -1 and +1. Perfect positive correlation or a correlation coefficient +1 implies that as one security moves, one variable moves up or down, the other security will move in lockstep in the same direction. Perfect negative correlation or a correlation coefficient -1 means that if one security moves in either direction the security that is perfectly negatively correlated will move in the opposite direction. If the correlation coefficient is 0, it means no correlation of the securities. Therefore, in our study we will use SPSS software to analyze the correlation coefficient.
Regression Analysis
Regression Analysis is a statistical measure that attempts to determine the strength of the relationship between one dependent variable (Y) and one or more series of other changing variables known as independent variables (X). For this research, we will study on the dependent variable, which is CEO pay and the independent variable, firm"s performance. For this analysis, we will be using EViews 7.0 software to analyze our regression model.
Besides the three types of analysis above, we are also using financial term like ROA, ROE and PM to evaluate a company"s performance. Below are the explanation of each term:
Return on Assets
Return on assets is an indicator of the profitability of a company in relative to its total assets. It gives an idea on how efficient the management is at using its assets to generate income. Return on assets is calculated by dividing the company"s annual earnings by its total assets, it is displayed as a percentage. The formula for return on assets is
Return on Equity
Return on equity is the amount of net income returned as a percentage of shareholders equity. Return on equity measures a corporate"s profitability by showing the profit of the company generated by the money invested by the shareholders. The formula for return on equity is
Profit Margin
A ratio of profitability is calculated by the net income over the revenues, or net profits over the sales. Profit margin measures how much out of every dollar of sales a company keeps in earnings. It is very useful when used to compare among companies in similar industries. A higher profit margin indicates a more profitable company that has better control over its costs compared to its competitors. Profit margin is displayed as a percentage value. The formula for profit margin is
V. Analysis And Discussion
This chapter consist of all the analysis that was discussed in chapter 3 which are descriptive analysis, Pearson correlation analysis and regression analysis. Table 4 .1 shows the results of descriptive statistics for the firm performance (dependent variable) and CEO pay (independent variable) over the years of 2006 till 2010 that are listed in Bursa Malaysia consumer products sectors. The table summarizes the independent variable of LOG_CEOpay_t which has a mean of 14.02 that has a similar amount of RM1,836,799. This can be reported that within 2006 till 2010 the CEO pay of a 100 companies that are listed under consumer products in Bursa Malaysia has a mean of RM 1,836,799. The median of LOG_CEOpay_t reported to be on 14.11 which is equal to the pay of RM 1,347,000. Besides that, the maximum amount of the independent variable is 16.99 which is equivalent to RM 24 million while the minimum amount is 9.47 which shows the lowest of CEO pay is RM 13,000. In this descriptive analysis, standard deviation also was tested for every variables. Standard deviation is to show how much variation from the average does exist. Table 4 .1 shows the standard deviation for LOG_CEOpay_t is 0.984175 which is equal to RM1,957,521.
Descriptive Analysis
In the table, Note: CEO (chief executive officer) pay (RM) shows the amount of CEO pay in RM (Ringgit Malaysia) currency; LOG_CEOpay_t is the amount of CEO pay that was converted into log; ROA_t represents the return on assets; ROE_t represents the return on equity; PM_t refer to profit margin.
Correlation Analysis
The result of Pearson correlation analysis is reported in the following table. Pearson correlation analysis is used to check the correlation among ROE, ROA and profit margin (dependent variables) and CEO remuneration (independent variable). The absolute value of the correlation coefficient of r = ± 0.70 shows of strong degree of linear relationship either in positive or negative sign. Thus, a correlation coefficient of zero (r = 0.00) is indicated that the absence of a linear relationship and correlation coefficient of r = ± 1.00 indicates a perfect linear relationship. Table 4 .2 reports the bivariate statistical correlations for the 100 consumer product sector data we collected in Bursa Malaysia for the period 2006 to 2010. It is found that there is a significant positive relationship between CEO pay and ROA, ROE and profit margin. The relationship between CEO pay with ROA and CEO pay with ROE show a moderate positive relationship with correlation coefficient of r = 0.344 and r = 0.311 respectively. However, the relationship between CEO pay and profit margin shows a weak positive relationship with correlation coefficient of r = 0.081. 
Coefficient Regression Analysis
In this section there are 3 main dependent variables and 1 independent variable will be tested, (i) relationship between ROA and CEO pay; (ii) relationship between ROE and CEO pay; and (iii) relationship between PM and CEO pay. This simple regression in table 4.3.3 was performed on 5 years with 100 companies of data to determine if there was a significant relationship between profit margin and CEO pay. The t-statistics for the slope was significant at the 0.1 critical alpha level, t = 1.816, p = 0.07. We conclude that there is a weak positive significant relationship between profit margin and CEO pay. Furthermore, 0.5% of the variability in profit margin could be explained by CEO pay. There are still a slight positive relationship among these two variables. A study that has been done before shows a similar results to our study which indicates that there is a relationship between profit margin and CEO pay (Mohammed and Nulla, 2012). Hence, in hypothesis 3, we reject H 0 and accept H a.
VI. Conclusion
Agency problem existed when there is a conflict between the top management and their own shareholders. As corporate governance literature suggested, this conflict can be lessened through a remuneration packages that is provided to the management. By doing this, top management are more effective in running their company to make a better profit and guarantee a return to their shareholders. CEO pay and firm performance play a big role in every company and there are lots of researches and studies emphasize a strong positive relationship between CEO pay and firm performance. As it is mentioned earlier, most of the studies that had been done before show a positive relationship between firm performance and CEO pay by using CEO pay as their dependent variable and firm performance as their independent variable. In our case, we switch the dependent and independent variable in another way round which is firm performance as our dependent and CEO pay as our independent variable. From the result that we got, we had come to a conclusion that the study we did show a similar result to those of other researchers did in other similar studies.
Based on the 100 samples of consumer product companies from 2006 till 2010 taken from Bursa Malaysia, there are three stages of relationship that we had analyzed. Firstly, the relationship between return on asset (ROA) and CEO pay. Subsequently is the relationship between return on equity (ROE) and CEO pay. Lastly, the relationship between profit margin and CEO pay. Besides that, the results were tested by using Pearson correlation and regression analysis. Based on the results that we obtained, there were 3 results and findings that can be discussed as follows.
We found that ROA and CEO pay seem to have a significant relationship based on the result and finding that was done. This shows that when ROA of firm increases then CEO pay as well will increase. The significant amount that was shown in correlation and regression analysis shows the same results. Whereas the coefficient regression and Pearson correlation shows a positive results. Therefore, in our first hypothesis, we accepted H a and rejected H 0.
Secondly, further analysis was done again to test the relationship between ROE and CEO pay. 9.5% of the variability in ROE could be explained by CEO pay. The results also was supported by previous researchers that had done this study before. Thus, in hypothesis 2 we rejected H 0 and accepted H a again.
Last but not least, we found that there are least of study that had done research on profit margin and CEO pay before (Mohammed and Nulla, 2012). However, there are still a weak type of positive relationship between profit margin and CEO pay. The results show that profit margin has the least significance relationship compare to the other two variables. However, it still shows a positive relationship. Hence, in hypothesis 3, we rejected H 0 and accepted H a.
In our results and findings, we can conclude that ROA and ROE would be a better approach to perform a study because it provides a significant positive relationship with CEO pay. Whereas for profit margin, it has a lesser approach compare to ROA and ROE. From the past studies such as Jensen and Murphy (1990) , Mehran (1995) , Blanchard, Lopez-de-Silanes and Shleifer (1994); and Betrand and Mullainathan (2001) indirectly demonstrated that there were a weak relationship between profit margin and CEO compensation and in fact, there were no direct study was even done previously. Hence, profit margin could not be a better approach to study with CEO pay.
Overall, in this study, we can conclude that there is a relationship between CEO pay and firm performance. Firms are willing to pay a high salary to their CEO in order to motivate them to work harder for the firms to increase their performance.
Limitations of study
Throughout the research, there are some limitations that we faced during our data collection process. Firstly, the lacking of availability data. Some firms do not have a proper annual report for a particular year where it is removed or no longer available to the public. Besides, some firms do not comply a certain standard of orders in sorting and reporting their annual reports though they still adhere with the generally accepted accounting principles (GAAP). Sometimes, different firms have different orders of arranging their annual report although they still have the same components such as statement of financial position, statement of comprehensive income and statement of cash flow. In some firms, they did not clearly specify the board of director into independent non-executive director and non-independent non-executive director. Moreover, some of the firms did not state out whether the director remuneration is consisted of executive or non-executive or both directors" remuneration.
Recommendations of study
In order to achieve better and accurate result for future research, suggestions are proposed. A test on larger model with different sectors might be able to reveal more interesting and overall results. The collection of data sample could be larger by increasing the sample and adding in various sectors such as technology, finance, industries and many more. The stratified sampling method can be used in each sectors to give equal opportunity to be selected for the future studies. By testing on larger amount of sample and more sectors, the result on the relationship between firm performance and CEO pay will be more accurate.
Lastly, besides CEO pay, there are many other variables that might affect firm performance which are not included in this research. For example, the changes in politics, government policies on tax sector, the quality of internal management system and many more. Studying more variables will have a better understanding on the factors that will affect firm performance.
